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CERTIFIED #AIL 

bear  Applicant: 

We have considered your appl ica t ion  f o r  recognition of exeapt ion f  ron f e d e r a l  
incone tax under s ec t ion  501 (c) ( 3 )  of the  I n t e r n a l  Revenue Coda. 

The infohaation submitted ind ica t e s  tha t  you were incorporated under the 
ncn-profi t  corporation laws of **  *****  * * * * * *****  *****   on 
********* **  ****. The ob jec t s  and purposes f o r  which you were t r e a t e d  a re  
am follows: 

(a)  To e s t a b l i s h  and car ry  on a  p r iva t e  non-profit p r iva te  school ,  
including nursery,  pre kinder and kindergarten to col lege  l e v e l ,  o r  
schools f o r  t h e  education of persons i n  **  *******  ** * *  *****  
****** ** **  *****  ****  ,  where s tudents  may obtain a sound 
c l a s s i c a l ,  mathematical, t echnica l ,  Chr is t ian  and general educat ion,  
and do a l l  lawful things tha t  may be convenient or inc iden ta l  t o  the 
management, conduct, f inancing, or  operat ion of schools. 

(b) To provide f o r  t he  de l ivery  and holding of l ec tu re s ,  e x h i b i t i o n s ,  
public meetings, c l a s se s ,  and conferences calculated,  d i r e c t l y  or  
i nd i r ec t ly ,  t o  advance the  cause of education, whetber gene ra l ,  
professional ,  or technical .  

(c )  To ga ther ,  receive and disseminate such information as may seem 
helpful. i n  the ins t ruc t ion  of s tudents .  and t o  promote 
h e l p f u l  vocational advice and guidance. 



*** ********  ***  ****** ****** ***  

( d l  To confer diplomas of merit on a l l  those  who become p r o f i c i e n t  in  
one o r  more of t h e  branches of i .nst ruct ion of fered  a t  t h e  school or 
schools  maintained by t h i s  corporation. 

(e l  To p roso t e  and provide  Chris t ian Educational programs to  a l l  
i n t e r e s t e d  persons espec ia l ly  those  aentioned herein.  I 

( f  To c r e a t e  a s cho la r sh ip  program t o  f i n a n c i a l l y  a s a i s t  c h i l d r e n  from 
economically depressed homes. 

(g) To provide i n s t r u c t i o n  bas i ca l l y  i n  the Enqliah language but to  
provide b i l ingua l  education as' deterained by t h e  Board' of Directors  
i n  a l l  areas coveted by these a r t i c l e s  of incorporat ion.  

(h) To promote and sponsor educat ional  aad c u l t u r a l  t r i p s  throughout *** 
*** ** * * * * *  ******* or  elsewhere. 

(i) To sponsor teacher  t ra in ing  i n s t i t u t e s ,  r e sea rch  l a b o r a t o r i e s .  

( j l  Po e s t a b l i s h  and opera te  housing, a c c m o d a t i o n ,  and full services 
t o  the e lder ly .  

(k) To e s t a b l i s h  and opera te  nurs ing hone o r  hoses  and a l l  se rv i ce s  
connected therewi th  as deemed necersary by t h e  Board of Directors  
s u b j e c t  only  t o  t h e  a r r i l a b i P i t y  of funds. 

I n  o u t  request for a d d i t i o n a l  in forna t ion ,  we asked for  c l a r i f i c a t i o n  of your 
prifaary a c t i v i t y  s ince  your Articles of Incorporat ion Iisted nunerous 
a c t i v i t i e s  as pa r t  of your purposes. You responded w i t h  "bur p r f s a r y  a c t i v i t y  
is t o  teach c b i l d r e n  between the agsa of two through f i v e  yea r s  old on a 
kdadergarten l e v e l  and p repa re  them wi th  a good foundation." I n  regard t o  t h e  
o t h e r  a c t i v i t i e s ,  you s t a t e d  that  "We are  not yet involved i n  t h e s e  a c t i v i t i e s  
and we cannot give  you a date, Hurricane Hugo has l e f t  us on a limb, therefore  
re a r e  only do ing  the  mast necessary things, l i k e  t a k i n g  ca re  of toddlers  t o  
enable parents  t o  work. Due t o  our present a i t u a t i o n  we a re  n o t  yet  involved 
i n  these a c t i v i t i e s .  Before we a re  engaged i n  them, we w i l l  i n f  oral you." 

Your a c t i v i t i e s  consis t  of a day care  operat ion.  Your f a c i l i t y  i s  opened 
Honday through Fr iday,  f r o m  7:30 a.m. t o  5:30 p.m. Children a r e  accepted on a 
f i rs t  come f i r s t  serve  basis. You bave a regular f a c u l t y  and curriculum. You 
s t a t e d  tba t  t h e  purpose of your f a c i l i t y  i s  t o  encourage pa ren t s  t o  be 
employee and t o  enable single parents with no s k i l l s  t o  a t tend Government 
prograas  t ha t  would prepare them f o r  jobs .  fiinety percent of pa ren t s  a re  
employed. 



*** ********  *** **** * * * * * * ***  

Your f a c i l i t y  i s  located i n  t h e  home of yo** *  rec to r  and Operator. The home 
c o n s i s t s  of * * *  rooms and is  o c c ~ g i e d  by ***   people.  I n  add i t i on  t o  the  
Day Care f a c i l i t y ,  t h e  homn a l s o  houses a church t h a t  i e  pastored by t b e  
Director. You ind ica ted  t h a t  t h r ee  bedrooms, two bathrooms, a d i n ing  roon and  
k i t chen  a r e  used exclusivelt.y f o r  parsonal use. 

Cont ro l  of your o rgan i za t i on  i s  h e l d  by your gdverninq ***** *****  *  n s i s t s  of 
* *  ******** ***********  , h i s  wif@ ******* *****  and ************ .  

Your income is der ived from r e g i s t r a t i o n  and t u i t i o n  fees. Your expendi tu res  
a r e  f o r  s a l a r i e s ,  food, maintenance,  u t i l i t i e s ,  r e n t ,  t r a n s p o r t a t i o n .  
s u p p l i e s ,  insurance cad a d v e r t i s i n g .  

Vhen quest ioned about your expendi tures ,  you i n d i c a t e d  t h a t  sriariea a r c  p a i d  
t o  your teaching r t a f  f only. Haintenance expanse c o n s i s t s  of c l e an ing ,  
p a i n t i n g , . r e p a i r i n g  rooms, window and Boors, sc reens ,  plumbing, landlscapinp 
etc.  ********** percent of t h e  u t i l i t i e s  a r e  paid by your  day care and 
*********  percen t  a r e  paid by your church, thereby leav ing  * * *   pe rcen t  for 
persona l  use. 

The r e n t  is paid t o  pour D i r e c t o r  and Operator. Tbeke is no l e a s e  agreement. 
You srtated "We determined t h e  r e n t  by t h e  voluae of c h i l d r e n  t h a t  comes i n  for  
t h e  month, we never  have a s * * * *  flow of children." You f u r t h e r  s t a t e d  t h a t  
"The r e n t  is  de t e r a ined  by 5******* a month par chi ld ."  

Sec t i on  501 (c) (3 )  of the I n t e r n a l  Revenue Code provf de s  f o r  exemption troa 
f e d e r a l  incase tax  for  o rgan i za t i on r  which a r e  organixed and operated 
s x c l u s i v e l y  f o r  r e l i g ious ,  c h a r i t a b l e ,  o r  educat ional  purposes,  no p a r t  of the 
n e t  earnings  of vhich i nu re s  t o  the  bsnef i t  of any p r i v a t e  shareho lder  o r  
i n d i v i d u a l .  

Sec t i on  1.561 Cc) ( 3 1 - 1  ( d l  (1) ( i i l  of the Income Tax Regulat ions  s t a t e s  t h a t  an 
o rgae~ i za t i on  i s  not operated exclwsively fo r  s ec t i on  501 (c) ( 3 )  purposes  unless 
i t  sa rve s  a pub l i c  r a t he r  t h a n  pr iva te  i n t e r e s t .  'f'hus, t o  q u a l i f y  under 
sect . fon 5Ol(c) (31 ,  an o r g m i z a t i o n  must e s t a b l i s h  t h a t  i t  i s  not organized o r  
opera ted  f o r  tBs bene f i t  of p r i v a t e  i n t e r e s t s  such a s  designated i nd iv idue lo ,  
or persons con t ro l l ed  d i r e c t l y  o r  i nd i r ec t l y  by such p r i v a t e  i n t e r e s t s .  An 
o rgan i za t i on ' s  o f f i c e r s ,  meabers ,  founders, o r  c o n t r i b u t o r s  may no t ,  by reason 
of  t h e i r  pos i t i on ,  rece ive  d i r e c t  or i nd i r ec t  benef i t  from i t s  funds o t h e r  
t han  a s  reasonable payment f o r  goods or s e rv i ce s .  



*** ********  ***  ***************** 

The Supreme Cour t  has held t h a t  the presence of a sinuPe !\on-charitable 
purpose or a c t i v i t y ,  i f  s u b s t a n t i a l  i n  na ture ,  w i l l  preclude exemption under 
s e c t i o n  501(c) ( 3 )  of the Code r e u a r d l e r ~  of the number or faportance of t r u l y  
c h a r i t a b l e  purposes or a c t i v i t  ias. Begter B u ; ; i n ~ ~ . ~ J ~ r . i  of $rashinaton, D.C. 
v. United S t a t e s ,  326 U . S .  279 (1945) C,'. 375. 

Based on the information submit ted,  the funds of the  organiza t ion  have been 
uaed ta persona l ly  beaofi t  t he  Director  and Operator of the  organizat ion.  
Your sethod of determining r e n t  i s  not based on tnn f a i r  aarke t  value of t h e  
p r o p e r l y  and t h e r e ' s  no c e i l i n g  s e t  f o r  t h e  t o t a l  amount of  r e n t  that  can be 
paid.  

Thrwefore, we conclude t h a t  you a r c  not organized and operated excXusively f o r  
exempt purposes described i n  s ec t i on  501 Cc) ( 3 )  of t h e  Code. Although many of 
your a c t i v i t i e s  fu r the r  educational and cha r i t ab l e  purposes,  t h e  use of the 
~ r g a n i z a t i o n ' s  fund$ t o  pay f o r  the household expanses of t h e  founders 
constitutes inurement wbich is prohib i ted  iti thin t he  lsaaning of s ec t i on  
501 (c) ( 3 ) .  Ye, therefore ,  cannot conclude tha t  only an  ineube t an t i a l  part of 
your a c t i v i t i e s  are i n  f u r the rance  02 nonexempt purposes. Be t t e r  Business 
Bureau oil U a s h i ~ Q n ,  D.C. v. United S t a t e s ,  326.J. S. 299 (1915) , 945 C c B -  
375. 

Accordingly, you are not exempt from f e d e r a l  income Pax r e tu rns  under sec t ion  
501(c) (31 and contributj.ons t o  you a r e  no t  deductible under s ec t i on  170 of the 
Code. You are required t o  f i l e  f ede ra l  incoee tax r e t u r n s .  

I f  you do not agree  with ou r  be t e rn ina t ion ,  you may r eques t  conaiderat ion of 
this matter  by t b e  Office o f  Regional Director  of Appeals. To do t h i s ,  you 
should f i l e  a w r i t t e n  appea l  as explained i n  the enclosed Publ icat ion 892. 
Your appeal sbould  give t h e  f a c t s ,  law and any other  information t o  support 
your posi t ion.  I f  you want a hear ing ,  please request i t  when you f i l e  your 
appeal  and you w i l l  be contac ted  t o  arrange a~ date. The bearing may be held 
a t  t h e  regional o f f i ce ,  o r ,  i f  you r eques t ,  a t  any mutually convenient 
d i s t r i c t  o f f i ce .  I f  you w i l l  be represented by someone who is not one  of your 
p r i n c i p a l  o f f i c e r s ,  that  person w i l l  need t o  f i l e  a power of a t t o rney  or t a x  
information au thor iza t ion  w i t h  us. 



***  ********* ***  **** ************ 

If you do not appeal this  determination w i t h i n  30 day3 E\.ow the da te  of thrs  
l e t t e r ,  as explained in t h e  enclosed P u b l i c s t i o r ~  8 9 2 ,  t h i s  r i l l  becoree our 
f i n a l  determination on this matter. Xn accordallce with section 6104(c)  of t h e  
Code, we. are notifying t h e  appropriate s t a t e  o f f i c i a l s  at t h i s  dateraination- 
Further, i f  you do not appeal this determination with in  the t ime provided, i t  
w i l l  be considered by the Xnternal Revenue Service a s  a fa i iure  t o  exhaust 
avai lable  administrative remedies. Sec t ion  7428 (bi  ( 2 )  provides,  i n  pert, 
t h a t ,  "8. declaratory judgment or decree  under th i s  section s h a l l  no t  be issued 
i n  any proceeding unlese, t h e  Tax Court, the ClaFms Court, or t h e  d i s t r i c t  
court of the United States f o r  the District af Columbia deteraines that t h e  
organization involved has exhausted administrat ive  remedies a v a i l a b l e  to i t  
within the Internal Revenue Service. " 

Sincerely yours, 

D i s t r i c t  Director  

Enclosure: Publication 892 

cc: ******** ******* 
********** ******* ******* 
* * *  ******** ******* 
* *  ******** * *  * * *  *******  




